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RADE and industrial activity con- 

tinued to make a highly favorable 

showing during July, notwithstanding 

the drought which has taken a wrod | 

toll of the nation’s crops. Althoug 
the month is normally one of considerable sea- 
sonal slack in industry, manufacturing opera- 
tions have been prolonged well beyond the 
usual time of Summer decline, so that final 
production figures for the period are expected 
to make an unusually good comparison with 
those of previous months and of a year ago. 
Wholesale buying for the Fall season, which 
commences in July, has been gratifying, and 
retail sales, though retarded in some sections 
by the drought and high temperatures, have 
continued in other sections to record large 
gains over last year. Summer resorts, railway 
and steamship bookings bear uniform testi- 
mony to the fact that people have money and 
are willing to spend it. 

In general, the picture presented by business 
is an encouraging one, and but for the drought 
and the threat of labor trouble in steel and 
certain other industries there would be little 
disposition to question optimistic forecasts for 
the balance of the year. As it is, the weight of 
opinion to date evidently has been with the 
optimists, for not only has buying of Fall 
merchandise been in large volume, but the 
stock market has made a vigorous advance into 
new high ground, apparently in anticipation 
of further improvement in business profits. In 
taking the confident view, business men are 
counting upon the momentum of urban re- 
covery to offset whatever loss of purchasing 
power may eventuate in agricultural regions 
after Government aid and adjustment of prices 
to reduced yields. At the same time corporate 
earnings statements now being published for 
the second quarter have made an excellent 
impression, while prospects of avoiding an 
early outbreak of industrial strife in the steel 
industry are now regarded more hopefully. 

In appraising the current record of business 
due allowance must be made, of course, for the 
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effect of soldiers’ bonus payments. Between 
June 15 and July 27 over a billion dollars of 
bonus bonds were converted into cash, and 
undoubtedly this “rain of checks” has boosted 
retail sales and been a factor in maintaining a 
high rate of operations in the automobile in- 
dustry. In the face of so great an outpouring 
of cash it is hardly surprising that normal sea- 
sonal lines have been obliterated. Precisely to 
what extent business is being artificially stimu- 
lated cannot be determined, for there are many 
factors to be considered. 


Steel Production Holding Up 


Aside from the activity in the motor car in- 
dustry, business has been sustained during the 
Summer by a continued high rate of steel pro- 
duction, due partly to demands from consum- 
ing lines, and partly to deliveries on orders 
accumulated prior to the price advances effec- 
tive July 1. During August production may 
decline as automobile manufacturers prepare 
for their new models. Present indications are, 
however, that the decline, if any, will be small 
as incoming steel orders at the new prices have 
proved to be unexpectedly large. With the 
absorption of consumption goods continuing 
at high levels, and with the heavy industries 
becoming increasingly a factor, prospects for 
Fall business appear favorable despite the poor 
crop outlook. 

Announcement by the Board of Governors 
of the Federal Reserve System of a 50 per cent 
increase in member bank reserve requirements 
to take effect August 15 was an important 
development of the month, which is commented 
upon elsewhere in this Letter. This action may 
be interpreted as a move on the part of the 
authorities to reduce the existing huge surplus 
of bank funds to more manageable proportions, 
thereby diminishing, though by no means elim- 
inating, the danger of inflation. Inasmuch as 
the supply of available credit will continue to 
be far in excess of demand, it is not expected 
(or intended) that the change will impose any 
restraint upon business at this time. 
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Business Gains Widespread 


The improvement now being registered in 
business extends over a broad front. Reflect- 
ing confidence on the part of retailers through- 
out the country, attendance of buyers in the 
New York wholesale markets has been the 
best in six years, and orders placed have run 
substantially ahead of last year. Prices, with 
few exceptions, showed a rising tendency. At- 
tendance and business done at Summer furni- 
ture shows are said to have broken all records. 

Cotton goods have been staging a real come- 
back. During the early part of the year busi- 
ness was retarded by the uncertainties in- 
cident to the invalidation of the A.A.A. and 
proposals for new excise taxes which, for- 
tunately for the industry, did not materialize. 
Now producers are benefitting from low sup- 
plies throughout the distributor field, strong 
cotton prices, and the general increase in dry 
goods buying, with the result that orders on 
hand are understood to assure a good rate of 
activity in most mill centers into the Fall. 
In June cotton spinning operations were re- 
ported by the Census Bureau at 110 per cent 
of single shift capacity, compared with 74.6 
per cent in June last year. Rayon demand con- 
tinues at record levels, with the possibility of 
a yarn shortage developing in the Fall. Wool 
consumption had an unusually big year in 
1935, and now the industry is experiencing a 
natural recession. Silk, like wool, is being 


consumed in smaller quantities than last year. 

The shoe industry likewise has not done 
quite so well this year. Although retail sales 
have been generally good, large output last 
year and early this year resulted in an ac- 


cumulation of stocks. Profits of some of the 
important companies have been somewhat 
smaller than a year ago, and production was 
curtailed during the second quarter. Lately, 
business is reported to have improved, and 
production is understood to be picking up 
again. 

Retail trade figures have suffered in some 
areas by reason of the heat, but in the aggregate 
continue to make an excellent showing, de- 
partment store sales in many districts running 
15 to 20 per cent over sales last year. Chain 
store sales reported for June were almost uni- 
formly good, while sales of the big mail order 
houses will be examined in vain for any sign 
thus far of impaired rural buying power; 
Montgomery Ward & Co. in June did a busi- 
ness 27 per cent greater than in June last 
year, and the largest for any June in the com- 
pany’s history, while Sears, Roebuck & Co., 
reporting for a somewhat later period (the 
four weeks ended July 16), had sales 32 per 
cent ahead of those in the corresponding period 
a year ago. Reflecting general improvement in 
retailing, wholesaling and manufacturing, bus- 
iness failures are the lowest in well over a 
decade. 
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Progress in the Heavy Industries 


Steel and automobiles have been the out- 
standing performers in the heavier industries, 
the latter hanging up the best record since the 
peak year 1929. From the end of March to the 
middle of July weekly motor car assemblies in 
the United States and Canada approximated 
100,000 units or better, a rate surpassed only 
in the banner year just mentioned. While pro- 
duction probably will decline during August 
due to preparations for new models, the in- 
dustry is counting on a quick recovery in the 
Fall and is talking 4,500,000 units (production 
United States and Canada) for the year, an 
aggregate which, if realized, would exceed 
production last year by nearly 10 per cent and 
be the third largest total on record. Despite 
high output, inventories are in good shape, 
retail sales having exceeded production in 
every month since March. 

The big production of automobiles has given 
support to accessory and supply industries, 
including automotive parts, tires, steel, glass, 
etc. June consumption of crude rubber in- 
creased 45 per cent-over that of June last year 
to the largest total for any month in history. 
Automotive requirements have been an impor- 
tant factor in the steel business, but the real 
feature of the steel industry has been the steady 
expansion of consumption in other fields, in- 
cluding machinery, structural and railroad 
supplies, and miscellaneous lines. This is in- 
dicative of a broader base of business recovery, 
and it has enabled the steel industry to go 
through July without abatement of activity, 
notwithstanding seasonal decline in specifica- 
tions by the automobile and farm implement 
industries. 

Unfortunately, all divisions of industry are 
not doing as well as steel, automobiles and 
many consumer goods lines. The construction 
industries, including those having to do with 
home building and with expansion of produc- 
tive plant and equipment, are as a class still 
operating at sub-normal levels (thus explain- 
ing in part the continuance of large-scale un- 
employment). To be sure, there has been a 
great deal of retooling and plant moderniza- 
tion which has kept the machine tool industry 
busy for some time and tool orders in June 
exceeded those of any previous month. Part 
of this unusual showing no doubt reflects the 
activity of the automobile industry, and part 
a general movement throughout industry to 
replace obsolete and worn-out equipment. 
Wherever possible the pressure of high labor 
costs is leading to the installation of labor- 
saving machinery. Thus far, however, the 
amount of capital which industry has been 
willing to devote to expansion has been of 
relatively modest proportions. 

Happily, the situation even in these de- 
pressed areas is undergoing improvement. The 
value of building contract awards during the 
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first half of the year increased 78 per cent over 
that in the first half of last year. Residential 
awards alone increased 61 per cent, a rate of 
gain well in line with conservative expecta- 
tions. Perhaps the most encouraging feature 
of the building situation is the increase in 
privately financed construction of all types. 
This gained 60 per cent during the first six 
months of this year over last, and accounted 
for approximately 50 per cent of all con- 
struction. 


The following table is indicative of the pro- 
gress of capital goods recovery during the 
past year; also of the extent to which current 
figures fall short of pre-depression levels. 

Percent Change 
1936 1936 
First half from from 
1936 1935 1929 
Corporate new cap. issues.... $462,584,000 
Factory building 
Commercial building 
Public utility building 
Auto truck registration, units 
Mach. tool orders, 1926=100.. 
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Cement production, bbls. .... 

Steel ingot prod., gross tons.. 

Freight car orders, units 

Locomotive orders, units .... 

Total railway purchases: 
Supplies other than fuel.... $250,379,000 
New equipment $ 71,340,000 
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Mention is in order of the placing of a con- 
tract by the Standard Oil Company of New 
Jersey for eight tankers costing $13,000,000, 
said to be one of the largest private shipbuild- 


ing contracts ever placed in this country. 

Sales of copper during July were in large 
volume, with prices of refined and fabricated 
metal up % cent a pound, the former reaching 
93% cents, highest since April, 1931. Indicative 
of the trend in the electrical equipment indus- 
try, orders booked by the General Electric 
Company during the second quarter were 40 
per cent greater than in the same period of 
1935, and the largest for any quarter since 
1931. Much of this business undoubtedly 
represents the lighter type of equipment, in- 
cluding household appliances, the sales of 
which have expanded rapidly in recent years. 
. However, demand for heavy equipment is in- 
' creasing, and seems likely to continue to do so, 
in view of the record-breaking consumption of 
electric current and the better trend of earn- 
ings of late in the power industry. At present 
the purchases of equipment by the utilities are 
still well below the levels for the period 1920 
through 1930. In normal times, both the utili- 
ties and the railroads are heavy buyers of cap- 
ital goods, hence restoration of activity and 
employment in the latter field will depend in 
large degree upon the recovery of confidence 
and profits in the former. It is to be considered 
that the new tax bill interposes an obstacle 
to capital goods improvement by taxing earn- 
ings invested in new machinery and equip- 
ment. 


Outlook for the Railroads 


Prospects for the railroads are definitely bet- 
ter, due to the substantial pick-up in traffic and 
earnings. Total carloadings of revenue freight 
from January 1 to July 18 were 11 per cent 
greater than in the corresponding period of 
last year, and in the last two weeks of the 
period were the largest, save for two weeks 
last October, of any week since November, 
1931. For the five months ended May 31, 1936, 
total operating revenues of Class I railroads 
increased nearly 14 per cent over those in the 
same period of last year, while net operating 
income gained 17 per cent. 

The increase in operating revenues was 
caused by gains in both freight and passenger 
revenues, freight revenues increasing 15 per 
cent and passenger revenues 13 per cent over 
the corresponding figures a year ago. For the 
month of June preliminary figures indicate 
gains of 17 and 10 per cent, respectively, in 
freight and passenger revenues over the totals 
of June, last year. 

The gain shown in passenger revenues for 

June is especially interesting because the 
month was the first during which the 2 cents 
a mile basic fare rate was extended to apply 
to Eastern railroads. While it is doubtless too 
early to draw final conclusions as to the ef- 
fects of the lower rates, it is gratifying that 
the first results at least have not produced the 
loss of revenues that many feared. It is true 
that the increases were most marked in the 
Western and Southern districts, where the 
lower rates have been in effect for nearly 
three years. Gains in the Eastern district, 
where passenger traffic is denser and more of 
a factor in railway earnings, were smaller 
than elsewhere and fell somewhat behind the 
gains reported by these roads prior to the rate 
cut. It is evident that the lower fares have 
worked to the advantage of the public, but 
to the immediate disadvantage of the Eastern 
railroads handling heavy traffic. It is hoped 
that in the long run the reduced fares not only 
will increase traffic, but also both gross and 
net revenue. If this proves to be the case 
it will be one more illustration of the 
advantages of low prices in stimulating con- 
sumption. 
. Of greater importance (than the passenger 
fare changes) to the current revenues of rail- 
roads as a whole, and especially to the roads in 
the Eastern district, are the emergency freight 
charges, which were extended, after modifica- 
tions, to December 31, 1936, by order of the 
Interstate Commerce Commission. 

With both freight and passenger traffic con- 
tinuing to improve, the railroads, due to econo- 
mies and more efficient methods of moving 
traffic, are in a better position today than ever 
before to carry a larger part of gross revenues 
through to net railway operating income. Im- 
provements in methods and equipment, devel- 
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oped during the depression years, have reduced 
costs. For example, the changes in the meth- 
ods of laying rail have cut the cost of placing a 
ton of rail in the track upon a typical railroad 
from $12 to $5. While expenditures per mile 
for maintenance of way are under expenditures 
during previous years, the greater part of the 
decrease is a result of actual savings produced 
by more efficient equipment. According to the 
Association of American Railroads, in 1921 the 
operating cost of moving a ton of freight 1,000 
miles was $10.78, which compares with $7.44 
in 1929, and with $6.75 under present operating 
conditions. This performance is more signifi- 
cant when it is understood that the railroads 
are operating under the highest wage scales 
in history. 

Strengthened by higher net earnings, the 
railroads have been aiding greatly in the re- 
storation of employment in the manufacturing 
industries by purchases of equipment and ma- 
terials. For the first half of 1936, as indicated 
by the Railway Age, the railroads’ purchases 
from the manufacturing industries were 60 
per cent larger than in the first half of 1935. 
Total purchases, covering equipment, and ma- 
terials and fuel approximated $452,000,000. 
These expenditures comprised $250,000,000 
for materials, $131,000,000 for fuel, and $71,- 
000,000 for cars and locomotives. More freight 
cars and steam locomotives were ordered for 
domestic service in the United States during the 
first six months of 1936 than were ordered in 
the entire twelve months of any year since 1930. 


Influence of Government Spending 

In any summary of the trend of business the 
fact must still be stressed that Government 
spending in- excess of receipts is an influence 
in the situation. This is an unsatisfactory con- 
dition of affairs, for until business has demon- 
strated ability to stand on its own feet full 
confidence in the validity of recovery must be 
lacking. In this connection encouragement may 
be derived from the current favorable showing 
of corporation profits. There is no better tonic 
for business, or remedy of unemployment, than 
good business profits. 


The Situation in Agriculture 


The prospects of good crops this Fall waned 
when dry weather set in late in May and June 
over the most important agricultural areas be- 
tween the Rockies and the Appalachians. 
When the Department of Agriculture made its 
forecast of crop prospects on July 1 the com- 
bined new supplies and old carry-overs of the 
most important crops, while considerably be- 
low average, were still about as large as last 
year and adequate for food and fodder require- 
ments. In July further deterioration has taken 
place, in the view of private and official ob- 
servers. 

Rains came too late to prevent irreparable 
damage to Spring wheat and otker crops, in- 





cluding corn and flaxseed, in the Dakotas, 
parts of Montana and of Nebraska. The Spring 
wheat crop, in the opinion of most crop ex- 
perts, will be even less than 126,000,000 bush- 
els, the amount predicted by the Department 
of Agriculture on July 1. The official Winter 
wheat estimate, on the other hand, was revised 
upward to 512,000,000 bushels, reflecting the 
favorable weather conditions under which the 
crop was threshed. A total wheat crop of over 
600,000,000 bushels seems to be definitely as- 
sured, which, with the 125,000,000 carry-over, 
should be sufficient for our domestic require- 
ments, necessitating only imports of hard 
Spring and durum wheats from Canada. Our 
wheat reserve, which is about normal, will un- 
doubtedly be drawn upon heavily during this 
season. The large proportion of low quality 
wheats and the high corn prices should en- 
courage the feeding of wheat to cattle, as hap- 
pened during the past crop year when the dis- 
appearance of wheat was actually advanced by 
some 50,000,000 bushels to 680,000,000 bushels. 


World Wheat Situation Bullish 


The Canadian wheat crop has also been ser- 
iously damaged, and present indications are 
for a harvest of around 225,000,000 bushels, the 
smallest since 1919. A good export year 
brought the carry-over down to about 120,000,- 
000 bushels at the end of July. Since the Ca- 
nadian domestic disappearance is also likely to 
expand for reasons similar to our own, the 
Dominion’s exportable surplus will be one of 
the smallest in years. Probably it will be not 
much larger than the actual exports during 
the past season. Smaller crops in European 
importing countries, little likelihood of a large 
Russian exportable surplus, and a reduction in 
the world carry-over to 650,000,000 bushels by 
August 1, 1936 from a peak of 1,162,000,000 
bushels two years ago, were other factors 
which imparted further strength to the world 
wheat situation and contributed to the rise of 
wheat in Liverpool above the dollar mark. 


Corn has just reached the critical tasseling 
period. The beneficial effect of widespread 
showers has been largely lost because of high 
temperatures. The outcome is still unpredict- 
able; in a special mid-month release the Fed- 
eral Crop Reporting Board ventured to fore- 
cast a crop no larger than 2,000,000,000 bushels, 
a decrease of 250,000,000 bushels since the 
July 1 official estimate. Secretary Wallace, 
following a tour of the corn belt, indicated 
later in the month that the final outturn may 
be much smaller. The oats crop, as indicated 
in the official July report, will be about one- 
third smaller; the barley crop more than 40 
per cent below last year. The condition of 
pastures on July 20 was considerably poorer 
than last year and about as bad as in 1934. 
Compared with two years ago, oats and first 
cutting of hay, however, show an improvement. 
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while the number of animals to be fed is 
smaller. Moreover, the situation is helped by 
fairly liberal stocks of oats, corn, and very 
large stocks of hay. 


Feeding Costs Higher 

The price of all fodders advanced sharply 
during the month, with barley leading. Corn 
in Chicago passed the dollar mark for the first 
time in six years, representing an advance of 
over 40 cents since early June. Naturally, the 
feeding business has been affected. The corn- 
hog ratio, which had been extremely favorable 
to feeding, declined rapidly during the last two 
months and is now about normal. The fatten- 
ing of Spring pigs may be cut short, and the 
Fall farrowings, which were to be 14 per cent 
larger than last year, will undoubtedly be 
smaller. Some lowering of earlier expecta- 
tions of hog supplies was already anticipated 
by the rise of lard prices. Butter prices have 
advanced more than six cents, reflecting 
curtailed production in areas where stock 
water and pasturage were poor. Cotton- 
seed and other edible oils were in turn carried 
upward by the rising prices of animal fats. On 
the other hand, meat prices changed but little, 
the improved consumer demand being evi- 
dently able to absorb larger supplies. Higher 
feeding cost speeded up the marketing of feed- 
er cattle; the proportion of drought cattle in 
receipts remains, however, far below the 1934 
figures. The potato and vegetable crops are 
expected to be smaller than last year. Canners 
have temporarily withdrawn their price lists, 
until the effects of the drought are more 
definitely known. 

High level of world consumption of Ameri- 
can cotton, small supply of cotton in private 
hands and the reduction in stocks of Govern- 
ment financed cotton were conducive to the 
tise of spot cotton prices above 13.50 cents 
early in the month. The July estimate of the 
Crop Reporting Board placed the growing 
crop acreage at 30,621,000 acres which was 26 
per cent below the 1928-32 average. Some 
easing of prices late in the month reflected 
favorable growing conditions, which strength- 
ened the belief held by the trade that the crop 
this season will be larger than last year. 


Outlook for Farm Income 

Only this Spring a good deal of concern was 
manifest at times lest the indicated increase in 
production of crops and animals should bear 
unduly upon the level of prices and depress 
agricultural incomes. Now the situation has 
been reversed, and with the drought damages 
gaining daily, farm prices have risen in July 
to the highest level since 1930, carrying the 
Department of Agriculture’s index of the pur- 
chasing power of farm products, measured 
against non-farm products, to within 5 per cent 
of the pre-war average. At the same time farm 
income has also registered a sharp contra- 


seasonal rise; at $630,000,000 in June it was 
$54,000,000 higher than in May and $171,000,000 
above June, 1935. 

Despite reduced purchasing power and dis- 
tress in some sections, it is the view of the 
Department of Agriculture that farm income 
as a whole for the balance of the year will 
exceed that of a year ago, thus paralleling the 
experience in 1934 when higher prices offset 
the effects of reduced yields. This increase in 
income is expected not only from higher prices, 
but also from increased marketing of livestock 
anticipated as a result of less profitable feeding 
ratios. 

‘What the longer term effects of the drought 
will be is more difficult to say. If the farmers 
are forced to deplete their livestock herds and 
poultry flocks this Fall they will have less to 
sell next Spring and Summer. Moreover, 
higher food prices increase the cost of living 
for ali consumers, including the farmers, and 
tend to reduce the purchasing power available 
for other uses. Such a rise in living costs, unless 
offset by an equivalent increase in total in- 
comes, urban as well as agricultural, would act 
as a retarding influence upon recovery. It must 
be remembered, too, that there is a limit to the 
extent to which farm prices can be expected 
to rise in discounting a bad crop situation; 
beyond that, reduced crop yields would mean 
a reduction in total farm income. 


Money and Banking 





We have referred to the announcement by 
the Board of Governors of the Federal Reserve 
System of a 50 per cent increase in member 
bank reserve requirements on and after August 
15. Following is a table showing the present 
reserve requirements, together with those to 
go into effect. 


Demand Time 
Present New Present New 
Central reserve city banks..18% 19%% 3% 4%% 
Reserve city banks 10 15 3 4% 
“Country” banks 10% 3 4% 


The purpose of the contemplated changes 
was explained in a statement issued by the 
Federal Reserve Board of Governors, reading 
in part as follows: 


This act eliminates as a basis of possible injurious 
credit expansion a part of the excess reserves, amount- 
ing at present to approximately $3,000,000,000 and 
expected to increase to nearly three and a half bil- 
lions by the time this action takes effect. These 
excess reserves have resulted almost entirely from the 
inflow of gold from abroad and not from the system’s 
policy of encouraging full recovery through the cre- 
ation and maintenance of easy money conditions. 
This easy money policy remains unchanged and will 
be continued. 

The part of the excess reserves thus eliminated is 
superfluous for all present or prospective needs of 
commerce, industry and agriculture and can be ab- 
sorbed at this time without affecting money rates 
and without restrictive influence upon member banks, 
practically all of which now have far more than suf- 
ficient reserves and balances with other banks to 
meet the increases, 


It is in order to point out that the action 
taken is in accord with the recommendations of 
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the Federal Advisory Council to the Board 
of Governors, meeting in Washington last 
February. The Council, as our readers doubt- 
less will recall, is a body provided for in the 
Federal Reserve Act and is composed of a repre- 
sentative of the member banks in each Federal 
Reserve district. In its recommendations to 
the Board last February, the Council said in 
part: 

Of the slightly less than six billion dollars of re- 
serves, approximately three billion dollars of which 
are required, no less than two billion four hundred 
million dollars were created by purchases of Govern- 
ment securities in the open market by the issuance 
of reserve bank credit. A very large percentage of 
the remainder of the reserve structure is the result 
of gold imports which have come into the country 
in the last two years, not as the result of a settle- 
ment of trade balances but largely for protection 
against unsettled conditions in other countries, and 
partly for speculative purposes. The gold holdings 


thus acquired may be largely transitory and tem- 
porary. 


The Council is of the opinion that it would be un- 
wise and unsound to permit a credit structure to be 
built on the base of reserves so created. 

The Council recognizes and has taken into the most 
careful consideration the fact that there have been 
various groups representing very important elements 
in the business and financial structure of the country 
who have firmly expressed the opinion that the pres- 
ent huge volume of excess reserves is a most serious 
menace, but that the first step for the proper correc- 
tion of the situation would be an increase of reserve 
requirements, control over which has been granted to 
the Board of Governors of the Federal Reserve Sys- 
tem by the terms of the Banking Act of 1935. 

The Council is so deeply impressed with the neces- 
sity for prompt preventive action in order to avoid 
the possibility of the building of a credit structure 
on the reserves as at present constituted, that it rec- 
ommends to the Board at this time a substantial in- 
crease in the reserve requirements for member banks, 
This increase should be at least large enough to pre- 
vent a credit structure being built on that part of the 
gold holdings which may be deemed to be transitory 
or temporary. 

The foregoing statements by the Board of 
Governors of the Reserve System, and by the 
Advisory Council, are self-explanatory, and 
require little further comment. The substance 
of the matter is that, owing largely to the huge 
gold imports of the past two years, the excess 
reserves of the member banks have become so 
large as to constitute a potential source of 
dangerous inflation. 

The action by the Federal Reserve authori- 
ties is a purely precautionary one, taken with 
the view of reducing the volume of surplus 
funds within the scope of Federal Reserve open 
market operations. The Board has given assur- 
ance that no change in the policy of easy money 
is proposed at this time, and the reduction of 
interest rates announced during the month by 
the Reconstruction Finance Corporation was 
another indication that the Governmental 


policy continues to favor low money rates. 


Raising Reserve Requirements Not a Final 
Answer to Question of Inflation 


Raising reserve requirements, and conse- 
quent mopping up of a portion of the excess 
reserves, while an important step in the direc- 
tion of credit control, is not, of course, a final 
answer to the question of inflation. Even with 


the new reserve requirements in effect, the 
Reserve Board has calculated that excess re- 
serves will be in the neighborhood of $1,900,- 
000,000. While it now appears that this figure 
may have been somewhat over-estimated, sur- 
plus reserves are certain to be far in excess of 
anything known prior to the past two years, 
and capable, if drawn fully into use, of sup- 
porting a very large expansion of credit. 
Should they be augmented by the issuance of 
currency against the silver seigniorage and by 
the utilization of gold held in the stabilization 
fund, the total of excess reserves might easily 
rise to levels higher than ever before. 

It is to be considered that while the Reserve 
authorities, by their action, will have put them- 
selves in a better position to exert credit control 
at the proper time, actually their freedom of 
operation will be influenced very largely by the 
status of the Federal budget. If the budget is 
unbalanced, necessitating the repeated raising 
of new funds by the Treasury, it is extremely 
unlikely that sales of Government securities by 
the Federal Reserve Banks for purposes of 
tightening money will prove feasible. There- 
fore, the problem of maintaining sound credit 
conditions comes back to the problem of keep- 
ing government expenditures within income. 
Unless this can be done within a reasonable 
period the Reserve Banks cannot, of them- 
selves, provide adequate safeguards against 
inflation. 

In estimating the effects of the new regula- 
tions upon the credit situation, the fact should 
not be overlooked that not only will the excess 
reserves be reduced, but the ratio of possible 
expansion on the basis of those that remain 
will also be less. Under the present rules re- 
quiring average reserves of about 8 per cent 
(taking account of both time and demand de- 
posits and all classes of banks), the ratio of 
expansion of deposits to reserves, in normal 
times when funds have been in demand, has 
been in the neighborhood of 12 to 1. Under 
the new rules, with reserves averaging close 
to 12 per cent, the theoretical expansion will be 
nearer to 8 to 1. In other words, increases or 
decreases in reserves, whether due to gold 
movements or other causes, will tend to be less 
productive of violent fluctuations in deposits 
than before. This should be an influence mak- 
ing for more stable credit conditions. 


Possible Repercussions August 15 


Naturally, much interest exists as to what 
effects, if any, may be felt in the money market 
when the new reserve regulations go into 
operation on August 15. In general, the opinion 
prevails that there will be little or no dis- 
turbance. According to information given out 
by the Reserve Board, excess reserves are 
widely distributed, and there are relatively 
few banks which will not be in a position to 
meet the increased reserve requirements out 
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of either balances with the Federal Reserve or 
with correspondents. Such few banks as may 
find themselves cramped should be able to raise 
funds easily and cheaply by borrowing or by 
disposing of some securities. Should the new 
regulations be found to be generally onerous 
the Reserve Banks could easily relieve the 
situation, in the traditional manner, through 
the purchase of Government securities in the 
open market. 

Even though excess reserves under the new 
conditions should prove to be somewhat smaller 
than $1,900,000,000 for all member banks and 
$750,000,000 for central reserve cities, forecast 
by the Reserve Board, they will still be large 
enough to render much change in money rates 
unlikely. The following table compares current 
money rates with those in effect when excess 
reserves were last $1,900,000,000 for all member 
institutions and $750,000,000 in New York and 


Chicago : Dec. 1934 Jan. 1935 Present 
Call money . 1 1 
Time money 60-90 days. %-1 1% 
Commercial paper %-1 %-1 % 
90-day acceptances (asked) 1/8 1/8 3/16 
Av. yield 8 long-term Trea- 

sury bonds* é 2.74 2.32 
Av. yield AAA corporate 

bonds* 3.81 3.78 3.50 


*Moody’s average 





It will be seen that present short-term money 
rates are either the same or slightly higher 
than at these previous dates. Bond yields, on 
the other hand, (especially Governments) have 
gone lower. 


Thus far interest rates have shown but little 
response to the new proposals. Bankers’ ac- 
ceptances were firmer by 1/16, and yields on 
new issues of short-term Treasury bills in- 
creased from 0.071 per cent to 0.224 per cent. 
In the bond market, long-term Treasury bonds 
receded about half a point on the average, 
steadied, and then recovered to about a 
quarter of a point from the previous highs. A 
feature of the market was that when the de- 
cline took place it affected the long-term 
Treasury notes, that is those maturing in five 
years, as much as it did the bonds. High grade 
corporate and municipal bonds were unaf- 
fected by the proposed change in reserve 
requirements, and representative averages 
reached new high levels. 


The Half Year’s Profits 


Reports of leading corporations published 
in the past month show that the active rate 
of production and trade during the second 
quarter and the half year was accompanied by 
improved earnings for the majority of com- 
panies, and by particularly sharp gains in some 
of the lines that only recently have turned 
upward from the depths of depression. Al- 
though numerous companies, including many 
of the railroads, are still operating at a loss 
after fixed charges, most of them have been 
able to decrease the size of their deficit as 
compared with previous years. 

A tabulation of the reports of 285 industrial 
corporations shows combined net profits, after 








INDUSTRIAL CORPORATION PROFITS FOR FIRST HALF YEAR 
Net Profits Are Shown After Depreciation, Interest, Ordinary Taxes, and Other 
Charges and Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and 
Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Net Profits 

Half Year 
Industry 1935 1936 
AMUSEMENES  ercerccccccesseessscseess = $ 8,074 
Autos—General Motors .... 83,730 
AUtOS—Other  errrerccccrssssccecoes os 14,903 
Auto ACCESSOTICS ....cwccecsseee ee 15,833 
Baking 6,953 





$ 9,429 
140,573 
37,518 
20,014 
10,187 


Building Materials 5,729 9,618 


Chemicals 44,518 


68,906 


Coal Mining .. és 1,463 811 


19,386 
35,565 


Electrical Equipment ee 
Food Products—Misc., ........ 


29,514 
44,007 


Household Goods & Sup. 4,738 8,241 


Iron & Steel—U. S. Steel D-2,936 
Iron & Steel—Other 19,880 
Machinery 5,419 


16,239 
28,653 
10,455 


Merchandising 5,604 6,438 


Mining, Non-ferrous 9,847* 


10,684 


Office Equipment a 7,933 
Paper Products =e 1,258 


Petroleum 





46,526 


Railway Equipment 750 5,215 
11 Textiles and Apparel 4,813 


42 Miscel. Manufacturing 


32,910 


21 Miscel. Services 7 4,442 





285 Total $341,005 





$554,384 


Per Annual Rate 
Cent of Return % 
Change 1935 


5.7 


Per Net Worth 
Cent January 1 
Change 1935 1936 
$191,395 $202,382 
872,485 930,667 
267,255 280,105 
178,479 195,587 
237,199 236,855 


221,295 225,536 
968,723 
83,762 
599,865 
675,836 
162,926 
1,840,532 
1,379,319 
141,538 
243,267 
151,208 
110,988 
78,622 
1,191,623 
334,862 
68,129 
520,746 552,168 
292,593 290,895 


+ 62.6 $10,812,647 $10,753,624 
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160,546 
1,564,373 
1,413,790 

144,504 

247,463 

153,569 

110,240 

77,388 
1,211,040 
319,649 
72,274 
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deducting ordinary taxes and after deficits, in 
the first half-year of approximately $554,000,- 
000, which compares with $341,000,000 for the 
same companies in the first half of 1935 and 
represents an increase of 62.6 per cent. These 
companies have capital and surplus aggregat- 
ing $10,754,000,000, upon which the half year’s 
profits were at an annual rate of 10.3 per cent 
as against 6.3 last year. 


Because of the new tax law, which in 
addition to increasing the taxes upon corporate 
income, places a surtax upon the portion of 
income not distributed as dividends, it is im- 
possible in the preparation of interim state- 
ments to set up accurate reserves for the total 
tax liability, inasmuch as the income for the 
full year, and the undistributed portion there- 
of, cannot be determined until some time after 
the close of the fiscal year. To the extent that 
no provision can be made for these surtaxes, 
the reported earnings after charges are there- 
fore overstated this year. 

In the accompanying table a summary is 
given of the major industrial groups for which 
a number of representative reports have now 
been issued. About four out of every five 
individual companies reporting showed an in- 
crease in profits this year, or a decrease in the 
deficit. Substantial gains have been made by 
numerous companies in the durable goods 
industries, such as iron and steel, electrical, 
railway and other machinery, building ma- 
terials, automobiles, accessories and household 
equipment, although the rate of return upon 
invested capital of many companies is still 
relatively low. 

An important factor in the improved earn- 
ings of many of the baking and miscellaneous 
food products companies this year has been 
the elimination of the processing taxes upon 
agricultural products, following the decision 
that such taxes were unconstitutional. There 
is still a great deal of uncertainty in the 
various branches of the food industries, how- 
ever, as to the effects on volume and profit of 
the recently-enacted Robinson-Patman law, 
by which the Government assumes the au- 
thority to regulate trade discounts, selling 
terms, advertising allowances and other prac- 
tices as between manufacturers, wholesalers, 
jobbers, commission merchants, brokers, 
agents, chain stores, independent retailers, de- 
partment stores, mail order houses, etc. Most 
of the discussion of the new law naturally has 
centered around its effects upon the food in- 
dustries and the possibility of its raising cost 
of distribution and cost of living, but of course 
the application of the law will not be limited 
to these lines. 

While the interim reports of only a rela- 
tively small number of corporations include 
sales, the partial list in the next column of 
the more important companies whose figures 


have been published will show the marked 
gains that were made in many lines, particu- 
larly by those enterprises producing durable 
goods. 
% Change in Half Year’s Sales, 1935-1936 

Manufacturing Merchandising 
Air Reduction Co. +44.5 American Stores Co. 
Allis-Chalmers Mfg. +67.3 Barker Bros. Corp. 
Amer. Colortype Co. +16.5 Chicago Mail Order 
Amer. Radiator & S.S, +28.) Consol. Retail Stores 
Atlas Powder Co. Edison Bros. Stores 
Baldwin Locomotive Marshall Field & Co. 
Beatrice Creamery Co. W. T. Grant Co. 
Bigelow-Sanf. Carpet H. L. Green Co. 
Brown Company Interstate Dept. Stores 
Caterpillar Tractor Co. Jewel Tea Co. 
Chrysler Corporation G. R. Kinney Co. 
Continental Oil Co. S. S. Kresge Co. 
Devoe & Raynolds Co. S. H. Kress & Co. 
Endicott-Johnson Kroger Groc. & Bak. 
Fairbanks, Morse & Co. Lane Bryant, Inc. 
General Electric Co. Lerner Stores Corp. 
General Motors Corp. McCrory Stores Corp. 
General Refractories McLellan Stores Corp. 
Hercules Powder Co. Melville Shoe Corp. 
Interlake Iron Corp. Montgomery Ward 
Inter. Cement Corp. G. C. Murphy Co. 
Inter. Shoe Corp. National Tea Co. 
Johns-Manville Corp. Neisner Bros., Inc. 
Kimberly-Clark Corp. J. J. Newberry Co. 
Maytag Company J. C. Penney Co. 
Mengel Company Peoples Drug Stores 
Minn.-Honeywell Reg. Safeway Stores, Inc. 
Mueller Brass Co. +32.9 Schiff Co. 
Natl. Cash Register +214 Sears, Roebuck & Co. 
Natl. Dairy Products +123 Spencer Chain Stores 
Natl. Lead Co. +144 Spiegel, May, Stern 
Otis Elevator Co. 442.7 John R. Thompson Co. 
Scott Paper Co. +15.0 Waldorf System 
Shell Union Oil + 81 Walgreen Co. + 6. 
Simmons Company +29.2 Western Auto Supply +128 
Spear & Company +46.7  F. W. Woolworth Co, + 3.6 
Sun Oil Co. +18.9 
Superior Steel Corp. +41. 
Union Oil Co. — 89 
U. 8. Hoffman Machy. +-33.5 
Wesson Oil & Snowdt. — 9.7 
Western Electric Co. +31.1 
Westinghouse Blectric +24.0 
Wheeling Steel Corp. +15.5 
White Motors Co. +51.1 
Yellow Truck & Coach + 63.6 


A group of 25 important systems supplying 
electric, gas and other public services showed 
for the twelve months ended June 30 an in- 
crease of 3.3 per cent in gross revenues and an 
increase of 6.7 per cent in net income. The 
latter item has been improved not only by the 
expansion in volume of business, but by reduc- 
tion of fixed charges through large-scale re- 
funding of bonded debt at lower rates of 
interest. 

Operating revenues of the Class I steam 
railroads for the first six months, with June 
partly estimated, were about $1,872,000,000, or 
14 per cent larger than last year; net railway 
operating income was about $240,000,000, or 
23 per cent higher, and the deficit after fixed 
charges was about $23,000,000, or less than 
half the size of the deficit a year ago. 


Second Quarter Profits 
Separate figures by quarters are available 
for 230 of the industrial companies that have 
reported thus far and show combined net 
profits, less deficits, of approximately $311,000,- 
000 in the second quarter, which compares with 
$208,000,000 in the preceding quarter and with 





$179,000,000 in the second quarter of last year. 
The percentage gain over last year was 73.8 
per cent, while the gain of a similar group of 
companies in the first quarter was only 42.3 
per cent. 

The trend of industrial profits over a period 
of years may be seen from the chart below, 
which shows an index prepared from the re- 
ports of 200 leading corporations, corrected 
for seasonal variation, together with the 
Annalist index of business activity, both based 
on the 1926 average as 100: 
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As a result of the sharp upturn of profits, 
the index for the second quarter, which is 
partly estimated, duplicates the high point 
reached in the final quarter of 1935. In that 
period, profits were swelled materially by the 
advance of the automobile season, and also 
by lighter charge-offs for inventory and other 
losses than had been necessary when closing 
the books of several years preceding. 









































Profits in the Steel Industry 


The sharp gains shown in the tabulation of 
earnings in major industries, such as the in- 
crease in net profits of 19 leading steel com- 
panies amounting to more than 160 per cent 
over those in the first half of last year, give a 
somewhat misleading impression as to actual 
rate of profits in the industry, unless con- 
sideration is given to the large capital invest- 
ment represented, and also to the fact that the 
percentage increases in dollar profits, follow- 
ing a long period of severe depression, are 
figured from a very low base. Since the margin 
of profit is always comparatively narrow, and 
since many items of expense are relatively 
fixed, the profit figures in dollars tend to fluc- 
tuate sharply with either an expansion or 
contraction in volume of business. This general 
tendency is well illustrated by the steel in- 
dustry. 

Following is a tabulation prepared from the 
annual Statistics of Income, issued by the 
Treasury Department, showing the results of 
all iron and steel manufacturing corporations 
in the United States beginning with 1916. The 
latest final official figures are for the year 1933, 
but estimates for 1934 and 1935 have been com- 
puted from the published reports of leading 
individual companies. 
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All Iron and Steel Corporations in the United States 
(In Thousands of Dollars) 


No. of Corps. Gross Total Netinc. % Net 
Total Report. Corp. Expenses After inc. to 
No. § Inc.% Income & Taxes Taxes Gross 


1,018 783 $ $ $414,655 
2 * * a 


2,415 207,478 
376,678 
436,964 


—104,695 
46,969 
308,176 
189,635 

* 


2,829 
2,674 


*®e#eeaeeaetate 


3,771,952 
4,779,317 


193,225 
178,259 
296,237 
435,705 
111,243 


—127,606 — 4. 
—245,126 —18.6 
—109,621 — 6.0 


5,232,474 
6,160,398 
4,264,783 


2,695,289 
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§ Excluding inactive corporations. * Not reported. f Bsti- 
mated on basis of published reports of leading companies. 
— Deficit. 


The tabulation shows the total number of 
companies reporting each year and the per- 
centage that reported any net income. This 
percentage was highest in 1918, a war year, 
when 83.5 per cent reported a profit and 16.5 
a loss. It was lowest in 1932, the bottom year 
of the depression, when only 8.0 per cent re- 
ported a profit and 92.0 a loss. The large 
number of companies in the industry that 
were unable to make a profit even in the 
good years, as shown by the official figures 
covering all corporations, of course would not 
be revealed by the published statements of 
only the outstanding companies. 

Gross income has been reported only since 
1926 and is given in the tabulation, together 
with total expenses and taxes, net income after 
taxes and the percentage of net to gross in- 
come. An examination of these figures will 
show the narrow margin of profit previously 
referred to. Between 1926 and 1929, there was 
a sharp gain in net income, but this was ac- 
companied by a large expansion in volume of 
business, and the profit per dollar of sales 
increased only from 5.1 cents to 7.1 cents. In 
the five years, 1926-1930, the average margin 
per dollar of sales was about 4.8 cents. In 
the four following years there was an average 
loss on sales of 7.6 cents, the worst year being 
1932 with a loss of 186 cents, while the 
estimate for 1935 indicates a small profit. 

The following chart will show the changes 
in gross income of all steel companies since 
1926, also changes in the employment and pay- 
rolls of the industry as measured by the 
Bureau of Labor Indexes, and the wide fluctua- 
tions in net profits that occurred during the 
period. In order to facilitate comparison, all 
of the figures are plotted as percentages of 
the year 1926, which is taken as 100. 
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Trend of Income, Employment and Payrolls in the Steel 
Industry. 1926100. 


It will be observed that from 1926 to 1929, 
the industry was operating at an increasingly 
full percentage of capacity and, with a 
small increase in employment and payrolls, 
there was an increase of 63 per cent in gross 
income and an increase of 125 per cent in net 
profits. From 1929 to 1932, gross income de- 
clined 78 per cent and payrolls declined 77 per 
cent, although the number employed de- 
clined only 50 per cent, due to the policy of 
“spreading the work” and to shorter hours. 
Profits, however, fell 100 per cent and then 
continued down into the deficit region where 
they remained for four years. With the re- 
covery between 1932 and 1935, gross income 
rose 113 per cent, employment rose 43 per 
cent and payrolls rose 150 per cent. The size 
of the deficit was reduced in 1933 and again 
in 1934, while in 1935 a small profit was esti- 
mated and the “percentage gain” from the 
deficit to the profit (if such could be calculated) 
would be infinite. 

An industry such as this illustrates the 
distorted and meaningless results obtained in 
measuring changes by taking percentages of 
a changing base, particularly when the base 
declines to a low point or becomes a minus 
quantity. The use of index numbers, however, 
shows that during the depression gross income, 
employment and payrolls did not fall so fast 
or so far as profits, and that consequently 
during the recovery they would not be expected 
to rise so far or so fast as the profits. By the 
year 1935, employment and gross income were 
back to about 70 per cent of the 1926 average, 
payrolls were 60 per cent and estimated profits 
were only 38 per cent. 


Profit and Loss of All Corporations 


As has been pointed out repeatedly, the 
tabulations of published reports of a limited 
group of the country’s leading corporations 
merely indicate the trend of earnings, and do 
not provide a measure of average return for 
industry as a whole, including the many thou- 
sands of small and privately-owned corpora- 
tions. 

Figures showing the results of all corpora- 
tions in the United States are available only 


in the Statistics of Income, and the preliminary 
report for 1934 has only recently been issued. 
This showed that of the 469,760 active corpora- 
tions in all lines reporting, only 31 per cent 
had any net income and the remaining 69 per 
cent had deficits. Gross income from sales and 
other operations totaled $100,134,000,000, but 
the net income reported was more than offset 
by taxes payable and by losses, so that for all 
corporations taken together there was a net 
deficit before dividends of $480,000,000. This 
deficit was much smaller than the deficits in 
1931, 1932 and 1933, but the year 1930 was the 
last in which all corporations combined 
showed any net income. The cumulative net 
deficit of all American corporations for the 
four years 1931-1934 was $11,379,000,000, and 
dividends of an approximately equal amount 
were paid out of surplus and capital. 

Similar evidence from the recently published 
estimates of the Department of Commerce on 
national income show that even in 1935 the 
total “national income paid out” in the form of 
wages, salaries, rents, interest, dividends, etc., 
aggregating $53,587,000,000, exceeded by $628,- 
000,000 the total “national income produced,” 
and represented to this extent a further charge 
upon the business savings of individuals and 
corporations. According to these studies of 
national income, there have been no net busi- 
ness savings since 1929, but continuous charges 
against capital during the six years 1930-1935 
aggregating $27,554,000,000. 

The actual charges against business capital 
are even greater than indicated by these 
figures, inasmuch as the cost of government, 
including the work-relief program but exclud- 
ing direct relief, is counted as “national income 
produced”. Therefore, the greater the cost of 
government (exclusive of direct relief), the 
greater the “national income produced”. 
Whereas the “income produced” in 1935 by 
such major subdivisions as manufacturing, 
transportation, trade and finance ranged from 
50 to 60 per cent of their 1929 average, and in- 
come from agriculture was but 67.4 per cent, 
the “income produced” by government had 
risen to 127.1 per cent of its 1929 level, and last 
year accounted for one-sixth of the entire 
estimated national income produced from all 
sources. 


National Income, 1929-1935 


The July number of this Letter contained an 
article entitled “Who Owns the Wealth?” 
classifying in seven groups the existing wealth 
of the United States as of the end of the year 
1922, a joint compilation by the Census Bureau 
and Federal Trade Commission. Every com- 
pilation of the stock of wealth at a given date 
must of necessity consist mainly of the pro- 
ductive wealth of the country —the fixed 
property which is used in producing the 
stream of goods and services entering into 
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daily consumption. It can only include a cross 
section of this stream of products and services 
flowing into use. Tables listing the productive 
equipment of the country are defective in this 
respect, because consumption of the products 
of the industries is not confined to the owners 
of the productive properties, but is shared with 
all workers who contribute to production, in 
exchange for their services. 


The classification of productive wealth and 
the discussion about the distribution of owner- 
ship was supplemented by :a small table 
classifying the total income of all people of 
the United States into three general divisions, 
viz: income from personal services, (wages 
and salaries), income from property of all kinds 
(interest, dividends, rents and royalties), and 
two other classes in which the division be- 
tween personal services and capital cannot be 
made, (for example, farmers and the smaller 
industries). This table was part of one now 
compiled annually by the Department of Com- 
merce, and, as given in our July number, 
covered two years, 1929 and 1932. 

Since this table was published the Depart- 
ment of Commerce has made public its com- 
pilation for the year 1935, and we now give 
the three years together. As the table appear- 
ed in the July number only the percentages 
were given, but as the latest announcement 
gives the aggregates, in round numbers, we 
now include these, as follows: 


Nat'l Income Paid Percentage of 
Out In Total Nat'l 
Millions of Dollars Income Paid Out 


1929 §=1932 1935 1929 1932 1935 
Labor (Wages & Salaries)......... 51,487 30,920 36,057 65.5 63.9 67.3 
Property Income: 
Dividends  ...ccccrcrsesrercersersereomeee 5,964 2,754 2,830 7.6 5.7 5.3 
Interest .......sscccsssesscessseesssesseeeeeee 5,104 4,975 4,422 10.3 
Balance on foreign acct.*...... 150 21 51 
Net rents and royalties... 3,424 1,470 1,526 


ainipsidatseiacnea weecweee 14,642 9,450 8,829 
Entrepreneurial Withdrawals ... 12,503 7,992 8,70! 


78,532 48,362 53,587 100.0 100.0 100.0 

*Net Balance on flow of property income; cannot be divided into 

dividends and interest. 

U. S. Department of Commerce; Release date: July 12, 1936. 

The announcement of the Department of 
Commerce also gives the following details of 
aggregate income produced and paid out in 
each year including and since 1929, with cer- 
tain other details as follows: 

NATIONAL INCOME PRODUCED AND PAID OUT 
(In Millions of Dollars) 

Item 1929 1930 1931 «1932, :1933«1934 «1935 
Income produced 81,034 67,917 53,584 39,545 41,742 48,397 52,959 
Total savings 2,402 —5,015 —8,120 —8,817 —3,198 —1,776 —628 
Corporate sav'gs.. 1,423 —3,909 —5,877 —6,366 —2,796 —2,340 —1,443 


Business savings 
of individuals... 979 —1,106 —2,243 —2,451 —402 563 8i5 


Income paid out.. 78,632 72,932 61,704 48,362 44,940 50,174 53,587 
_A notable thing about these tables is that 
while the aggregate of incomes produced and 
paid out varied greatly from year to year, 
the percentages of the several groups of re- 


cipients varied but little. Thus the aggregate 
of income produced, measured in dollars, fell 
from 81 billions in 1929 to 39 billions in 1932 
and in 1935 had recovered to nearly 53 billions, 
but the first table shows that in 1929 65.5 per 
cent of the total went to wages and salaries, 
which in 1932 fell to 63.9 per cent and in 1935 
rose to 67.3. See other comments in our July 
number, page 107. 

These percentages show that all groups 
prosper or are depressed together, which 
means that because all are exchanging ser- 
vices they must be in balanced relations to 
maintain the flow of trade. If the equilibrium 
is disturbed the organization slows down and 
all incomes decline together. It will be seen 
above that in every year since 1929 the system 
as a whole has run behind, and the sums for 
each year are named. The annual deficits since 
1929 were composed in part of losses of private 
business and in part of deficits of the United 
States, States, and local governments. See ex- 
planation in preceding article under last sub- 
heading. 

It should be understood that such losses 
could not be endured indefinitely. Business 
struggled to keep going on a reduced scale in 
order to maintain the organizations, and 
prompted by hope and faith that the country 
would come out of the depression. Business 
survived only by means of past accumulations 
and the use of credit. Governments met their 
deficits by increasing taxation upon business 
(already running behind) and upon individuals, 
(already enduring reduced incomes and with 
millions unemployed). As the depression deep- 
ened, many thousands of industries fell by 
the wayside with resources exhausted. This 
was disorganization and disorder resulting from 
war wastes, credit inflation and excessive bor- 
rowing, and without a turn of the tide the end 
would have been chaos. But with every busi- 
ness struggling to right itself, gradually re- 
organization has been overcoming disorder. 
Productive methods have been improved, price 
adjustments have been made, trade relations 
are improving, workmen are called back, pay 
rolls are lengthened and increased; in short, 
we have, at the least, a demonstration of the 
secret of prosperity. 

While the distribution of the aggregate in- 
come between the groups changed but slightly 
through the seven years, 1929-1935, all groups 
are now gaining by the larger volume of their 
exchanges. Thus each group is seen to have 
an interest of its own in maintaining fair and 
cooperative relations between itself and the 
others. Cooperation, not strife, is the secret of 
prosperity. We are getting back to team work 
all around the circle! Something has been 
learned of the art of working and living to- 
gether, and about war-costs after the fighting 
has ceased. 


THE NATIONAL CITY BANK OF NEW YORK 














The National a Bank of New York 


Head Office + 55 bec STREET + New York 


" Seventy- -two ‘ees Seventy-two 
Branches in Greater Branches in Twenty-three 
New York See Foreign Countries 


Condensed Statement of Condition as of June 30, 1936 
INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 
Cash and Due from Banks and Bankers $ 482,847,279.39 
United States Government Obligations (Direct or Fully Guaranteed) 622,644,698.07 
State and Municipal Bonds 101,487,261.02 
Other Bonds and Securities 106,256,881.28 
Loans, Discounts and Bankers’ Acceptances §51,930,592.23 
Customers’ Liability Account of Acceptances 25,024,316.25 
Stock in Federal Reserve Bank 4,725,000.00 
Ownership of International Banking Corporation. ............. ccc ee eee cece eeees js ,000,000.00 
Bank Premises 53,583,623.68 
Items in Transit with Branches 730,148.28 
Other Assets 12,622,255.07 


PU Anos ¥aicisld wae clate sults Cae Hasan vieialacee amen asnee os nae reeeeeeere $1,969,852,055.27 


LIABILITIES 
Deposits $1,730,019, 146.84 
Liability as Acceptor, Endorser or Maker on Acceptances and Bills. . .$55,799,956.02 
Less: Own Acceptances in Portfolio 10,367,534.70 45,432,421.32 
Reserves for: 
Unearned Discount and Other Unearned Income 3,554,280.23 
Interest, Taxes, Other Accrued Expenses, etc 6,314,587.57 
Preferred Stock Dividend 626,137.81 
Common Stock Dividend 
Capital 
Preferred (Called for retirement on or before August 1, 1936) 


Surplus 











180,805,481.50 
$1,969,852,055.27 











Figures of Foreign Branches are as of June 25, 1936. 

United States Government Obligations and other securities carried at $119,915,445.32 in the foregoing 

statement are deposited to secure public and trust deposits and for other. purposes required by law. 

On July 1, 1936, $49,093,000.00 Preferred Stock held by Reconstruction Finance Corporation was 
retired, leaving $907,000.00 Preferred Stock to be retired on or before August 1, 1936. 


(Member Federal Deposit Insurance Corporation) 


City Bank Farmers Trust Company 


Head Office : 22 WILLIAM STREET + New York 
Condensed Statement of Condition as of June 30, 1936 


Cash and Due from Banks $ 30,640,081.38 
Loans and Advances 9,681,554.16 
United States Government Obligations (Direct or Fully Guaranteed) 32,896,839.59 
Other Bonds, Mortgages and Securities 26,299,635.71 
Stock in Federal Reserve Bank 600,000. 

Bank Premises 4,502 ,606.25 
Other Assets 2,259,023.38 


$106,879,740.47 


$ 82,218,413:36 
1,617,154.95 
10,000,000.00 
10,000,000.00 
3,044,172.16 
$106,879,740.47 
United States Government Obligations and other securities carried at $1,516,139.49 in the 


foregoing statement are deposited with public authorities for purposes required by law. 
(Member Federal Deposit Insurance Corporation) 
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